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" INDEPENDENT AUDITOR’'S REPORT

Board of Directors

Timpanogos Academy Foundation

We have audited the statements of financial position of Timpanogos Academy Foundation (a - 5

" nonprofit organization) as of June 30, 2005 and 2004 and the related statements of activities and cash ‘

flows for the years ended June 30, 2005 and 2004. These financial statéments are the responsibility
of Timpanogos Academy Foundation’s management. Our responsibility is to express an opinion on

.these: ﬁnanc1al statements based on our audits.

‘ We conducted our audits in accordance with auditing standards generally accepted in the United
-, States of America and the standards applicable to financial audits contained in Government Auditing
. Standards, issued by the Comptroller General of the United States. Those standards require that we
*  plan and perform the audit to obtain reasonable assurance about whether the financial statements are

free of material misstatement. An audit includes examining, on a test basis, evidence supporting the

- amounts and disclosures in the financial statements. An audit also includes assessing the accounting

principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits prov1de a reasonable basis for our

L oplmon

‘ In our opinion, the financial statements referred to above present fairly, in all material respects, the' .

financial position of Timpanogos Academy Foundation as of June 30, 2005 and 2004 and the results
of its activities and its cash flows for the years then ended, in conformity with accounting prmc1ples
generally accepted in the United States of America. S

In accordance with Government Auditing Standards, we have also issued our report dated August 19,
2005 on our consideration of Timpanogos Academy Foundation’s internal control over financial

“reporting.and our tests of its compliance with certain provisions of laws, regulations, contracts, and

grant agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not to

- provide-an opinion on the internal control over financial reporting or on compliance. That report is
Lan 1ntegral part of an audit performed in accordance with Government Auditing Standards and

should beread in conjunction with this report m consrdenng the results of our audlts

ﬁff— el

% August 19, 2005



Assets

Current assets

TIMPANOGOS ACADEMY FOUNDATION
STATEMENTS OF FINANCIAL POSITION

Cash and cash equivalents ............ccccccorceninenceccnnseneeeeeenne
Accounts reCeIVADIE...........ccvcveeeiviireire e e e e e et rae e
Prepaid eXPEenSEeS ..........c.cvreiiemiiriiece et et sree st e ee s
Other Current @SSetS..........ccociiviieieeeee et et s et

Total current aSSets..........cccveieeiieriienie et e et ererneesseernens

Property and equipment, net of accumulated depreciation.............

Construction in Progress ............ccvcevrcirieececniecrreeensereseneeecseessenne
Other long-term assets..........ccccvvieeiieiicme e

Total assets.........

Liabilities and net assets

Current liabilities
ACCOUNES PAYADIE..........coceercrnsrisereeresssiaresase e sesosesssseassaasessssenees
Accrued payroll and other expenses..........c...oocoeiiiiiencinncncs
Current portion of long-term note payable.........c..cccccccocerencrnrrnenees
Deferred reVenue. ..ot eesssssssssieesesecnseesseses
Construction note payable............cccocoooiiiice s
Total current liabilities ..............cocoevviiinisciisiinniccnnene

Long-term note payable...........cccormvmiieiininr e

Total liabilities...

Net assets
Unrestricted:

Designated for property and equipment, net of related debt..

Unrestricted and undesignated ...
Temporarily restricted:

Restricted for specific aCtVItIESs ........coorreerrercnscnverrrirnssarninersiens

Total net assets ...

Total liabilities and net assets ... ineeisenenns

The accompanying notes are an integral part of these financial statements.

June 30, June 30,
2005 2004

669,525 265,641
13,169 69,662
1,467 490
3,055 9,659
687,216 345,452
1,768,543 © 1,568,645
922,536 p—
- 23,000
3,378,295 1,937,097
1,756 10,596
38,020 42,279
19,279 32,882
169,245 186,119
922,536 ———-
1,150,836 271,876
711,530 722,569
1,862,366 994,445
1,037,733 813,194
468,196 127,558
10,000 1,900
1,515,929 942,652
3,378,295 1,937,097




TIMPANOGOS ACADEMY FOUNDATION
STATEMENTS OF ACTIVITIES

Year ended Year ended
June 30, June 30,
: _ 2005 2004
- Unrestricted Net Assets
Revenues and support
FeA@IAL.......ooeeeeeee et ee e eee et $ 229,807 $ 105,928
StALE ..ottt ettt ettt e ee e eeene et s et et eae et eennaenn 1,684,353 1,342,911
CONITIDUHONS. ..cveevv ittt seeeree e ere et s eseeeeneraestesaeseesseseeseeseassessonesans 33,034 32,530
Total revenues and SUPPOIt..........ccocevieiiiioeccieeeec e, 1,947,194 1,481,369
Expenses
Program services - Elementary school
SAIATIES vvveeviverririererreresente sttt ee et s eens s eeas et srams et st senasarasenaneren 673,199 609,756
BOIELIES ..ottt ceeteetee ettt ettt st ettt ee s e e senaaen 248,276 201,517
Professional and technical SEIVICES ............oveeeeveirveieeirenivesresenseesrasnn 8,648 13,988
Purchased property services ............................ e 55,307 © 22474
Other purchased SEIVICES.......cccoeeuimirencecnrurieieeesineeienreraressressssssessenes 31,233 29,038
Supplies and materials...........cccec.cververenriirnrirrrereee e sessesese s 144,746 - 113,361
PrOPEILY oottt s 95,990 . 74,220
Other eXPenSes ...t et eresenss 103,544 85,410
Total program Services eXpenses.............ccoucecceueeererecrceressunsseeseseanes 1,360,943 1,149,764
Administrative expenses L
SALATIES ...ttt e e eere e e e e e e e e eeen et neen 8,509 17,581
. BEDELIES e s e e e bbb beee 1,963 ‘ 5,810
~ Professional and technical services ............... et eeer et ren e 10,602 17,985
Total administrative eXPenses.......c.cecewevreenecrreerrensensesreresssneseseseannes 21,074 41,376 -
Total expenses.........c.c.c.coeceracnencnee et e e e eeee et e e e e et e raeaaearareeanes 1,382,017 1,191,140
Total increase in unrestricted NEt aSSEtS ..........ocveeeveeeieeeeereeeeeereeeeeeeeee 565,177 290,229,
Temporarily Restricted Net Assets
Restricted CONEIIDULIONS .......covieieiecceeeces et s s sseee s sssaseesssesnsas 8,100 1,900
Change InNet assets .........cccoveiieeeeereeeneie et seeeere e et s 573,277 ‘ 292,129
Net Assets at Beginning of Year ..., 942,652 650,523
Net Assets at ENA Of YT ......ooveoieeeieeieieeeeeeeeeeeeeee e eteesanases e eene $ 1,515,929 $ 942,652

The accompanying notes are an integral part of these financial statements.
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TIMPANOGOS ACADEMY FOUNDATION
STATEMENTS OF CASH FLOWS

Year ended Year ended
_ June 30, 2005 June 30, 2004
Cash flows from operating activities :
Change in net assets..........c.cooeuviimmnniciincnencnisineeseeseeeenes $ 573,277  $ 292,129
Adjustments to reconcile change in net assets
to net cash provided by operating activities: "
Depreciation expense..............corioinceniinceceniesceeeceenes 86,046 69,849
Loss on disposal of property and equipment...........c.......... 489 5,811
Loss on steel frame building deposit............cccocreerereerrerennncs 23,000 .—--
In-kind donations of property and equipment..................... (7,264) (4,700)
- Changes in operating assets and liabilities: :

" Accounts receivable ..o 56,493 ~ (52,016)
Prepaid eXpenses.......... ..o eirerermemrcscrcreresirnesessinieneecerenens 977) 3,901
Other current assets ..o 6,604 654
Accounts payable ... (8,840) 4,012

- Accrued payroll and other expenses .............counueeirinnecncnenss (4,259) (111,330)
Deferred revenue...........ccc.coveeeeeecucueesinncnecseerescssscanascenes (16,875) - 130,666
Net cash provided by operating activities ....................... 707,694 - 338,976
Cash flows from investing activities :
Cash used to purchase long-term assets ...........ccervvrssecnanence. ---- - (23,000)
Cash used to purchase property and equipment....................... (279,168) (302,676)
Cash used for investing activities............. e eneneneee (279,168) (325,676)
Cash flows from financing activities :
Cash received from note payable..............ccoeveuiiiiomrccrnricicccncnenen ---- 771,065
Principal payments on note payable..................... femeernrenereneneaaas (24,642) (794,999)
 Net cash used for financing activities..............coee..vrerrverennnee. (24,642) (23,934)
Net increase (decrease) in cash.........ccoeerciinrecinissncon s, 403,884 (10,634)
Cash at beginning of year........ccvmimeniiimninnn o, 265,641 ' 276,275
$ . 265641

Cash at end Of YEar.......cccvvevcveererrcesresseeresrinisesessesssesssssasssessessnsnsssnns $ 669,525

See Note 6 of Notes to Financial Statements for supplemental disclosures for non-cash investing and financing

activities.

The accompanying notes are an integral part of these financial statements.




TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

'NOTE 1. ORGANIZATION AND ACTIVITIES

The Timpanogos Academy Foundation (the “Foundation”) was incorporated on April 6,
2001, and is operated as a nonprofit organization. The Foundation operates Timpanogos
Academy, a charter school located in Lindon, Utah. For the fiscal year ended ]une 30, 2005,
students were enrolled in classes from kindergarten through seventh grade.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

These financial statements have been prepared using the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America. The
Foundation reports information regarding its financial position and activities according to three

classes of net assets: unrestricted net assets, temporarily restricted net assets, and permanently

restricted net assets. Contributions received are recorded as increases in wunrestricted,
temporarily restricted, or permanently restricted net assets, depending on the existence and
nature of any donor restrictions.

Use of Estimates

The preparation of financial statements in conformity with accounting principles

~ generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of

contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those

estimates.

Income Taxes

The Foundation is exempt from federal income tax under Section 501(a) of the Internal
Revenue Code as an organization described in Section 501(c)(3) and has received a
determination letter in this regard. The Foundation is considered a public charity.

Revenue Recognition

The primary source of operating funds for the Foundation is the State of Utah (the
“State”) as administered by the Utah State Office of Education. The Foundation also receives
funding from federal grants and from cash contributions. Non-cash revenue sources include
donated property and services. '

The Foundation receives funding from the State based on the number of students
enrolled in its school. The State provides unrestricted funding for normal school operations and
restricted funds for specific school-related activities or functions. Unrestricted funding is
recognized as revenue when received. Restricted funding is recognized as revenue when
qualifying expenses are incurred. Funding for which qualifying expenses have not been
incurred is recorded as deferred revenue in the Foundation’s Statements of Financial Position.
See Note 10, Deferred Revenue.



TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

The Foundation also receives federal charter school grants, which are passed through
the Utah State Office of Education. Funds are generally received on a reimbursement basis and,
accordingly, revenues relating to these federal grants are recognized when qualifying expenses
have been incurred and when all other grant requirements have been met.

Unrestricted contributions are recognized as revenue when received. Restricted
contributions received are recorded as increases in temporarily restricted or permanently
restricted net assets depending on the nature of the restriction. Temporarily restricted revenue
is reclassified as unrestricted when the terms of the restrictions are met.

Cash and Cash Equivalents
The Foundation maintains its cash and cash equivalents balances in operating accounts

with financial institutions insured by the Federal Deposit Insurance Corporation (“FDIC”). For
the year ended June 30, 2004, the Foundation did not invest in debt or equity securities and, as

- .of June 30, 2004 held no investments or other financial instruments. For the year ended June 30,
. 2005, the Foundation utilized an interest bearing sweep facility and invested dep051ted funds

above $100,000 in low-risk overnight repurchase agreements.

| Accounts Receivable and Allowance for Doubtful Accounts

As of June 30, 2004, the Foundation had accounts receivable of $69,662 due from the
State related to reimbursable funds expended under a federal pass-through grant administered

- by the State. As of June 30, 2005, the Foundation had accounts receivable of $13,169 due from

the State related to Reading Achievement funds awarded to the school during the fiscal year,

" but not received as of June 30, 2005.

The Foundation makes judgments about its ability to collect outstanding accounts
receivable. If necessary, the Foundation establishes an allowance when collection -becomes
doubtful, based primarily on the aging of each specific invoice. As of June 30, 2005 and June 30, -
2004, the Foundation had not recorded any reserves against outstanding accounts receivable. .

. Property and Equipment

The Foundation’s property and equipment consists of land, building, improvements,
purchased and donated furniture and equlpment computer hardware and computer software.

Purchases of land are recorded at cost and are not depreciated. Building purchases are

- recorded at cost and depreciated, using the straight-line method, over 30 years. Purchases of

improvements, furniture, equipment, computer hardware or computer software over $1,000 are
recorded at cost and depreciated over useful lives of three to ten years using the straight-line
method. Construction in progress includes the cost of all labor, materials and financing costs
related to facilities under construction that were incurred prior to June 30, 2005. See Note 9,
Property and Equipment.



TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

Donated Services

- Many individuals volunteer their time and perform a variety of tasks that assist the
Foundanon with a number of school-related programs, administration, and Board of Directors
responsibilities. The Foundation records revenue and a corresponding expense for -donated
services requiring specialized skills that it would otherwise purchase. Donated services for
which revenue was recognized in the years ended June 30, 2004 and June 30, 2005 included
information technology suppert and accounting and other financial services. See Note 12,
Contributions.

Due to the diverse nature and the large quantity of services donated to the Foundation’s
charter school, it is not practical to accumulate and disclose the fair value of the services
donated but not recorded as revenue in the Foundation’s Statements of Activities.

Contributed Equipment and Supplies

Contributions of equipment and other supplies are recorded as revenue using the
estimated fair value at the time of the donation. These contributions are recorded as increases in
unrestricted net assets unless the contributor restricts the use of the property to a specific
purpose in which the Foundation has not yet engaged. Donations which have a fair value that
exceeds the Foundation’s capitalization threshold of $1,000 are capitalized and depreciated
according to the Foundation’s capitalization and depreciation policy.

Allocation of Expenses

Directly identifiable expenses are charged to programs and supporting services.
Management and general expenses include those expenses that are not directly identifiable
with any specific function, but provide for the overall support and direction of the Foundation.

NOTE3. CASH

At June 30, 2005, the Foundation réported book balance of $669,525 and a bank balance
of $692,710, of which $133,941 was covered by federal depository insurance. Of the total cash

‘and cash equivalents balance, $541,870 was held in overnight repurchase agreements.



TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

- NOTE 4. REVENUE

Total revenue recognized by the Foundation during the years ended June 30, 2005 and
]une 30, 2004 was as follows:

Year ended Year ended

. June 30, 2005 June 30, 2004
Revenue from State sources: . : :
Funding for school operations ...........coccvcveesicisicnnnrnsiscnenecns $ 1,684,353 $ 1,342,911

Revenue from Federal sources: ‘
" Charter schOO] StArt-Uup Grant ............oeecereurecerreeressessesesesecssennns 229,807 105,928
Conttibutions: |
Cash contributions and fees..........cccoueerreecrererireeererceeeenen, 20,358 2,315
Earnings on cash reserves..........ocivivineccieenccceiesennns 4,687 -———
- Fund raising activities, net of costs of $0 in 2005 and $0 in -
2004 iiccrreeieenreeereireerisisenresiarrenertesassneesssraeansasser st nasaenrrnesananeasen 1,026 : 5,494
Contributions of supphes, property and equipment .............. 8,063 © 6,301
. Contributions Of SETVICES......uceeveiirrieeerecrrieieeseesssesssseeseessnnen 7,000 20,320
TOtal CONEIIDUHONS ...vveerereeeeeieer e seeseee et enesseeeeeseenseesesssmsnas 41,134 - 34,430
Total revenues and SUPpPOTt.......cccccvececiivcceicriennnn. $ 1,955,294 $ 1,483,269

NOTES5. NOTES PAYABLE

During the year ended June 30, 2003, the Foundation financed the purchase of its
building by entering into a $909,000, 30-year note, payable to a limited partnership,

- collateralized by land and a school building in Lindon, Utah. The note bore interest at a

variable rate equal to the lender’s borrowing rate plus 1%, with monthly payment terms. From
the inception of the note through June 30, 2003, the average interest rate on the note was 7.5%,
and the Foundation incurred $44,734 of interest expense associated with the note. During the

year ended June 30, 2004, and prior to the retirement of this note, the Foundation incurred
interest expense related to this note of $29,632.

During the year ended June 30, 2004, the Foundation refinanced the debt related to its
land and a school building and secured a note payable to a commercial bank (the “New Note”).
The Foundation used approximately $760,000 of the proceeds received from the New Note to
retire the note payable to the limited partnership. The New Note is a five-year renewable note
with payments based on a 15-year payment schedule with an initial balance of $771,065. The
New Note bears interest at a variable rate and is secured by land and a school building in
Lindon, Utah. From inception through June 30, 2004, the average interest rate on the New Note
was 6.25% and the Foundation incurred interest expense of $24,292 on the New Note.

-10-



- TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

For the year ended June 30, 2005, the average interest rate on the New Note was 6.9%
and the Foundation incurred interest expense of $55,172 on the New Note. As of June 30, 2005,
the balance owing on the note was $730,809. The following schedule represents the prlnc1pa1
maturities on the note payable:

June 30,
2006 $ 19,279
2007 22,173
2008 24,073
2009 665,284
Total 730,809

Current portion (19,279)
Long-term portion $ 711,530

On November 22, 2005, the Foundation retired the New Note. See Note 17, Subsequent
Events. « :

. NOTE 6. SUPPLEMENTAL CASH FLOW DISCLOSURES

The Foundation had the following non-cash investing and financing activities during -
the years ended June 30, 2005 and June 30, 2004:

Year ended Year ended
‘ June 30, 2005 June 30, 2004
Non-cash investing activities..........ccccecovveumeee ereereeereseseeanenees $ (922,536) $ ----

Non—cash financing activities .........cccevvnermesriniseencse s $ 922,536 $ ----

The non-cash mvestmg and financing activities for the year ended June 30, 2005 related
to' construction in progress on the Foundation’s middle school facility and the associated
construction note payable to the contractor. The Foundation had no non-cash investing or

financing activities for the year ended June 30, 2004.

- During the year ended June 30, 2005, the Foundation paid $55,172 in interest and during
the year ended June 30, 2004, the Foundation paid $55,179 in interest. During both years, the
interest payments were primarily related to payments on the notes payable secured by the
Foundation’s school building.

The Foundation paid no cash for income taxes during the years ended June 30, 2005 and
June 30, 2004.

-11-



TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

NOTE 7. OTHER CURRENT ASSETS

Other current assets at June 30, 2005 consisted primarily of a $1,000 deposit on space
leased for a 7% grade class, approximately $856 due from sales tax refunds, and $1,200 of
textbook vendor credits. At June 30, 2004, other current assets related to credits from vendors:
and $7,700 in sales tax refunds due from the State. Given the Foundation’s tax exempt status,
the Foundation is eligible to be reimbursed for sales tax paid in association with its purchases of
goods.

NOTE 8. OTHER LONG-TERM ASSETS

During the year ended June 30, 2004, the Foundation placed a $23,000 deposit on a steel

frame it expected to use in the construction of its middle school facility. During the year ended
. June 30, 2005, the Foundation determined it would not use the steel building for construction
- purposes, but would sell the steel frame and construct a middle school facility similar to its

existing elementary school facility. The Foundation actively marketed the steel frame but was
not able to locate a buyer. As such, during the year ended June 30, 2005, the Foundation
recorded an impairment for the full amount of the deposit and cancelled the agreement with
the seller. :

- NOTE9. PROPERTY AND EQUIPMENT

The cost of the Foundation’s property and equipment and the corresponding useful

) lives are as follows:

Useful life June 30, 2005 June 30, 2004
Land......ciiiocmecnicececc e - $ 747,168 $ 590,000
BUIlAING cvouvereenenrerriirerssesensessssssssassensnns 30 years 885,960 . 885,960
Land and building improvements........... 4-10 years 141,303 94,522
Furniture and fixtures........cccoouevrrrnennce. 5 years 23,059 8,834 -
Equipment.......cviivninncciennnnes 3-5 years 81,836 45,637
Computer hardware..........cccocvevererrnrnnenne. 3 years 69,349 50,799
Computer software .........c.ococeveeccrcereeneenes 3 years 20,179 - 7,894
Total property and equipment at cost..... 1,968,854 1,683,646
Less accumulated depreciation................. ' (200,311) (115,001)
. Net property and equipment.................... $ 1,768,543 $ 1,568,645

;Depreciation expense was $86,046 for the year ended June 30, 2005 and $69,849 for the

| year ended June 30, 2004.

-12-




TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

- NOTE 10. DEFERRED REVENUE

Deferred revenue consists of cash received from the State that is required to be used for
specific school-related activities for which the Foundation has not incurred the associated

‘'qualifying expenses. Deferred revenue for the years ended June 30, 2005 and June 30, 2004 is as

follows:
June 30, 2005 June 30, 2004

Deferred retirement reVenue ........ooeeveeeevveeeeveseevonn, $ c——- $ 48,153
Deferred local discretionary block grant ‘

TEVEIUEC.......ciiririrrireeiereesseaoceeresseresecareessssemmessssssenn, 35,299 17,571
Deferred special education add-on and self- : :

contained IeVENUE ............c.oevvermeeeemeeeeeereeeereennn, 39,655 -
Deferred teacher professional development ‘

CTRVCIIUC.c.c.eeeeeeeeeeeeeeineneeeeneeveeeatsesseseesesnnreesanssssesmses. 28,702 25,505

Deferred interventions revenue ..............coeeeesvrvenenn. 20,306 . 9,659
Deferred trust land revenue.............ooeeevemeeeveeennnnn, 19,513 10,051
Reading achievement..........ccceceveververeceerreecrenesraenene. 13,169 ———-
Deferred class size reduction revenue..................... —_——- . 60,732
Other deferred revenue..........o.cccooooeomeeeeeeeeeeann., 12,601 14,448
Total deferred revenue .........cocuvveeeveveerererroeeeeesrenenn, $ 169,245 $ 186,119

NOTE11. NET ASSETS

Net assets as of June 30, 2005 included unrestricted net assets of $1,505,929 and
temporarily restricted net assets of $10,000. Net assets at June 30, 2004 included unrestricted net
assets of $940,752, and temporarily restricted net assets of $1,900. At June 30, 2005, unrestricted
net assets of $1,037,734 were invested in capital assets, net of related debt while at June 30, 2004,

~unrestricted net assets of $813,194 were invested in capital assets, net of related debt.
- Temporarily restricted net assets at June 30, 2004 and June 30, 2005 related to donations which

included specific requirements that had not been met at June 30, 2004 and June 30, 2005
respectively. ' S

NOTE 12. CONTRIBUTIONS

During the years ended June 30, 2005, and June 30, 2004, the Foundation received
contributions of cash, supplies and equipment, and services. The Foundation used the cash,
supplies, equipment and information technology support services in operating its charter
school. The expenses associated with these uses are recorded in the Foundation’s Statements of
Activities as program expenses. The accounting and financial services relate to the
Foundation’s administrative activities and are reported as administrative expenses in the
Foundation’s Statements of Activities. '

In addition to the contributions recognized as revenue, many individuals volunteer time

to perform a variety of tasks that assist the Foundation with administrative tasks and school
operations. Members of the Foundation's Governing Board serve without compensation.

-13-




TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

lNOTE 13. TEACHER RETIREMENT PLANS

During the year ended June 30, 2003, the Foundation established a defined contribution,
tax-deferred retirement plan under Section 403(b) of the Internal Revenue Code that is available
to all full-time employees. During the year ended June 30, 2004, employees contributed $18,000
to the 403(b) retirement plan, and the Foundation made a discretionary contribution of $19,422
to the 403(b) retirement plan.

During the year ended June 30, 2005, the Foundation terminated the 403(b) plan and
established a defined contribution, tax-deferred retirement plan under Section 401(k) of the
Internal Revenue Code. Upon termination of the 403(b) plan, the discretionary contributions
the Foundation made to 403(b) plan participants became fully vested and were transferred to
participants” accounts in the 401(k) plan.

During the year ended June 30, 2005, employees contributed approximately $13,950 to

the 401(k) plan, and the Foundation made discretionary contributions of $89,414 to the 401(k)
plan.

The Foundation receives funding from the State to be used for employee retirement
plans. For the year ended June 30, 2004, the Foundation contributed $19,422 of these funds to
the 403(b) plan, as discussed above. In addition, during the year ended June 30, 2004, the
Foundation made payments required by State law of approximately $139,000 to the Utah State
Employees Retirement System, (the “URS”), a defined benefit retirement plan administered by
the State, on behalf of teachers and staff.

Legislation passed during the year ended June 30, 2004 allowed Utah charter schools a
one-time option to discontinue their participation in the URS. Accordmgly, the Foundation’s

.Governing Board voted to discontinue the Foundation’s participation in the URS: The

Foundation paid all obligations to the URS through June 30, 2004, and has formally withdrawn
from the URS. .

NOTE 14. ACCRUED PAYROLL AND OTHER EXPENSES
The Foundation records accrued labilities for payroll and other expenses that are

obligations of the Foundation but have not yet been paid. Accrued liabilities as of June 30, 2005
and June 30, 2004 include:

, June 30, 2005 June 30, 2004
- Accrued payroll and payroll taxes.........ccoeerrreuenne. $ 26,575 $ 33,218
- Other accrued operating eXpenses ........coowveuieene. 11,445 9,061
Total accrued liabilities........cccoeviveiemeerenceinnnenesenciennns $ 38,020 $ 42,279

NOTE 15. COMPENSATED ABSENCES

The Foundation’s employees receive personal leave and sick leave benefits. Excess
personal leave is paid to employees at the end of each school year while sick leave benefits are
not paid, but carry over to the subsequent school year. The Foundation records as an obligation
the amount of unpaid personal leave, up to the amount of funding available in the current
period. The Foundation is not liable for any unfunded, unpaid compensated absences.
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TIMPANOGOS ACADEMY FOUNDATION
NOTES TO FINANCIAL STATEMENTS

NOTE 16. RELATED PARTY TRANSACTIONS

The Foundation did not engage in any related party transactions during the years ended
June 30, 2004 and June 30, 2005.

- NOTE 17. SUBSEQUENT EVENTS

Middle School Facility

Subsequent to the year ended June 30, 2005, construction was completed on the
Foundation’s Middle School facility. The total cost of the land and the facility was
approximately $1,623,000 including approximately $157,000 for the land on which the facility
now resides and $66,000 of interest associated with construction financing. The cost of the land

~ is included in Property and Equipment on the Foundation’s Statement of Financial Position as

of ]une 30, 2005, and the value of the construction labor, materials and accrued interest as of

~ June 30, 2005 is presented as $922,536 of Construction in Progress with an assoc1ated

Construction Note Payable.
Series A School Facility Revenue Bonds

On November 22, 2005, the Foundation entered an agreement with Utah County and
Wells Fargo Bank National Association (the “Bank”) whereby Utah County issued $1,950,000 of
School Facility Revenue Bonds, Series 2005, which were purchased solely by the Bank. Utah
County assigned the proceeds and all associated liabilities to the Foundation. The bond

" agreement requires monthly interest payments and annual principal payments for 15 years.

The bond agreement includes a financial covenant that requires the Foundation to

' maintain an increase of net assets not including interest and depreciation of 1.25 times its

annual minimum ‘debt service payments. The Foundation is also required to maintain its
primary depository accounts with the Bank. The agreement also requires the Foundatlon to

maintain its tax-exempt status.

Concurrent with the issuance of the Bonds, the Foundation entered into an interest rate
swap agreement with the Bank which fixed the interest rate on the Bonds for the full 15 year

: term of the bonds.

The future annual principal payments required on the bonds are as follows:

June 30,

2006 $ -
2007 90,000
2008 90,000
2009 95,000
2010 100,000

2011-2015 600,000

2016-2020 790,000
2021 185,000
Total $ 1,950,000
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Independent Auditor’s Report on Internal Control
. Over Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance
With Government Auditing Standards

" Board of Directors

Timpanogos Academy Foundation |

- We have audited the ﬁnanmal statements of Timpanogos Academy Foundation (a nonprofit

organization) as of and for the year ended June 30, 2005, and have issued our report thereon dated
August 19,2005. We conducted our audit in accordance with auditing standards generally accepted

-in the United States of America and the standards applicable to financial audits contained in
‘ Government Auditing Standards, issued by the Comptroller General of the United States.

: ‘Internal Control Over Financial Reporting | ‘
.In planning and performing our audit, we considered Tlmpanogos Academy Foundation’s 1ntemal

control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal control
over financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material'ih relation to the financial statements being audited may occur and .
not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over financial reporting and -
its operation that we consider to be material weaknesses. However, we noted other matters involving
the internal control over financial reporting, which we have reported to management of Tlmpanogos
Academy Foundation in a separate letter dated August 19, 2005.

B "Comphance and Other Matters :
*  As part of obtammg reasonable assurance about whether Timpanogos Academy Foundation’s:
" financial statements are free of material misstatement, we performed tests of its compliance with

cértain provisions of laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of our audit and, accordingly,
we do not express such an opinion. The results of our tests disclosed instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards. Timpanogos
Academy Foundation did not comply with the State of Utah Procurement Policy as contained in Utah
Administrative Code 63-56, which requires a competitive bidding process for construction contracts.
The Timpanogos Academy Foundation did not obtain competitive bids for the construction and for
the interim financing of its middle school facility. W¢ also noted additional matters that we have
reported to management of Timpanogos Academy Foundation in a separate letter dated August 19,.
2005.
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‘ Thrs report is intended solely for the 1nformat10n and use of the Board of Directors, management, and

federal and state oversight agencies and is not mtended to be and should not be used by anyone other

 than these specified parties.

gt gy

August 19, 2005
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Independent, Auditor’s Report on Legal Compliance
in Accordance with the State of Utah
Legal Compliance Audit Guide

Board of Directors
Timpanogos Academy Foundation

We have audited the financial statements of Timpariogos Academy Foundation (a nonproﬁt
organization) as of and for the year ended June 30, 2005, and have issued our report thereon dated
August 19, 2005. As part of our audit, we have audited Timpanogos Academy Foundation’s
compliance with the requirements governing types of services allowed or unallowed; eligibility;
matching, level of effort, or earmarking; reporting; and special tests and provisions applicable to its
major state assistance program as required by the State of Utah Legal Compliance Audit Guide for the
year ended June 30, 2005. Timpanogos Academy Foundation received the following major state
assistance program from the State of Utah (passed through the State Office of Education):

M1n1mum School Program

B The ‘management of Trmpanogos Academy Foundation is responsible for the Academy’s cornphance

with all compliance requirements identified above. Our responsibility is to express an opinion on
compliance with those requirements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether material noncompliance with
the requirements referred to above occurred. An audit includes examining, on a test basis, evrdence .
about the Academy’s compliance with those requirements. We believe that our audit providesa =
reasonable basis for our opinion.

The results of our audit procedures disclosed immaterial instances of noncompliance with the
requirements referred to above, which are described in the accompanying management letter. We
considered these instances of noncompliance in forming our opinion on compliance, which is
expressed in the .following para'graph.

In our oplmon Tlmpanogos Academy Foundation complied, in all material respects, with the
requirements governing types of services allowed or unallowed; eligibility; matching, level of effort,
or earmarking; reporting; and special tests and provisions that are applicable to its major state
assistance program for the year ended June 30 2005.

=" C“v“*n/“-

August 19, 2005
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| In planning and performing our audit of the financial statements of Timpanogos Academy

- .-conditions and material internal control weaknesses, if any, are included in our report dated August
19, 2005 in accordance with Government Auditing Standards.

‘ Pr'ocurement Policies and Procedures — We noted that the Academy did not folloW applicable State

Squme & Company, PC

Certzfzed Public Accountcmts and Busmess Consultants

Letter to Management

Board of Directors ‘
Timpanogos Academy Foundation

Foundation, for the year ended June 30, 2005, we noted certain matters for your consideration. This
letter summarizes our comments and suggestions regarding these matters. This letter does not affect
our report dated August 19, 2005, on the financial statements of the Academy. Also, reportable

and Federal procurement guidelines which require a competitive bidding process for contracts in the
construction of its middle school facility. We encourage the Academy to document procurement - -
policies to ensure compliance with State and Federal guidelines.

Views of Responsible Officials — The Foundation’s governing board acknowledges that it did not
complete a competitive bid process. However, prior to executing the middle school agreement,
- the governing board considered other options for its middle school facility, including gathering
~ estimated costs. In addition, the cost of construction for the project was below local school
district costs and below similar charter school construction projects. The Foundation maintains
that the middle school project was in the best interest of the Foundation and reflects proper use of
public funds.

The Foundation complies and will continue to comply with State purchasing guidelines in other
areas of operations. The Foundation’s governing board will provide additional education to
-employees mvolved in the purchasing process to ensure ongomg compliance.

Employee 401 (k) deferrals We noted the Academy did not remit employee deferrals to the 401(k)
plan in a timely manner. We recommend that the Academy review the requirements for rermttmg
employee contributions and remit payments to the plan to prevent potential penalties.

Views of Responsible Officials — The Foundation’s governing board acknowledges this -
deficiency. Subsequent to June 30, 2005, the Foundation provided a compensating contribution
the participants’ accounts. Further, the Foundation is in the process of automating its contribution
process to facilitate deferrals being paid to participants’ accounts in a timely manner.

We will review the status of these comments during our next audit engagement. We have already
discussed these comments and suggestions with the Academy’s personnel, and we will be pleased to
discuss them in further detail at your convenience, to perform any additional study of these matters,
or to assist you in implementing the recommendations. We appreciated the assistance of Academy
personnel during the audit. :

Dyt Crgay e

August 19, 2005
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